DIRECTORS’ REPORT

The directors present their annual report and the audited financial

statements for the year ended 31 December 2004.

Principal Activities

The Company and its subsidiaries are principally engaged in property
investment, other investments and distressed assets business. Details of
the principal activities of the Company’s subsidiaries and the Group'’s

associates are set out in note 47 to the financial statements.

Results and Appropriations

The results of the Group and appropriations of the Company for the year
ended 31 December 2004 are set out in the consolidated income

statement on page 34.

The directors recommend the payment of a final dividend of HKS$0.05
per share to the shareholders on the register of members on 26 May
2005, amounting to HK$87,934,000.

Investment Properties and Property, Plant
and Equipment

The Group’s leasehold properties were revalued at 31 December 2004.
The net surplus on revaluation amounting to HK$24.1 million, of which
the surplus of HKS13.7 million was credited to the income statement to
reverse the deficit previously charged to the income statement and the
remaining surplus of HK$10.4 million was credited to the asset revaluation
reserve. The Group also revalued its investment properties at 31 December
2004. The surplus arising on the revaluation amounting to HKS$68.5

million was credited to the investment properties revaluation reserve.

Details of the valuation of properties and other movements of the
investment properties and property, plant and equipment of the Group
and of the Company during the year are set out in notes 15 and 16 to

the financial statements respectively.

Silver Grant International Industries Limited SR 2 Bl B X2 B R 2 A

EESEREHE_ZETENFE+ A=
T-BHLEFEZFREEEZMBER
* o

FEXK

ARBREMBRAR S TEXEANSE
M HEBERERTREELY - AR
FAEHBATNRAEEBML AT ZIE
EBFEBERAM BB RN E47

XERDE
BE-SEME+ A=+ —ALE
B ARERERARAZHEBRE
MEZHARARE -

EFTeEBRBERBBREEFRSBUT
—ZERERA -+ /NARYKEEM
ZHEE » 4 4£87,934,0008 7T

REMERNE - BERRK
i

AEBHEMER_ZTTNF+_A=
+—BZEBEEELEEMR  EHEHRF
FE 3 24,100,000 0 © HP — £
13,700,000/ 7T 2 B &R B FIE A Fh &k
1 25 LA 81 88 2 AT RS W A SRR FI 1E =2 H A
B AL &R T 10,400,000 7T 2 BEARE IR
AREEEEFEE AKBICEEMHER
EMER_ZZEMF+_A=+—8B2
BE - BMMAESZ & ERIE68,500,000
BTEBAREYESHHEE -

EEYEFREZHFBEAREARAR
RIZIBEMERYE  BENMERERF
Nz BEAbZ D R EN IS wMRMFE 15
K16 °



DIRECTORS’ REPORT

Properties Held for Investment Purposes

Details of properties held by the Group for investment purposes at 31

December 2004 are set out on pages 106 to 108.

Interest in Distressed Assets

On 17 September 2004, Silver Grant International Assets Management
Limited ("SGIAM”), a wholly owned subsidiary of the Company, entered
into an agreement of acquisition for the non-performing loans with China
Cinda, holding company of a shareholder of the Company, pursuant to
which SGIAM agreed to purchase and China Cinda agreed to sell the
non-performing loans in the aggregate principal amount of approximately
RMB56.9 billion at a consideration of approximately RMB853.5 million
(equivalent to HK$803.6 million). Details of this transaction are set out in

the circular of the Company dated 13 October 2004.

On 10 December 2004, SGIAM entered into an agreement to dispose
20% interest in the non-performing loans to CFPI at a consideration of
an amount in US dollars equivalent to RMB227.6 million (equivalent to
approximately HK$214.5 million). The gain on the disposal amounted to
approximately HK$53.8 million. Details of the transaction are set out in

the announcement of the Company dated 10 December 2004.

Share Capital

Details of movements during the year in the share capital of the Company

are set out in note 36 to the financial statements.

Share Options

Details of movements in the share options of the Company during the

year are set out in note 37 to the financial statements.
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Directors

The directors of the Company during the year and up to the date of this

report were:

Zhu Dengshan

Hui Xiao Bing

Gao Jian Min

Liu Tianni

Gu Jianguo

Chen Yongcun
Cheung Chung Kiu
Yuen Wing Shing
Chow Kwok Wai (appointed on 20 April 2004)
Kang Dian *

Zhang Lu*

Yang Bin (resigned on 16 April 2004)

Hung Muk Ming* (appointed on 23 December 2004)

Hu Jiangdong (appointed on 15 April 2004

(alternate to Yang Bin) and resigned on 16 April 2004)

* Independent non-executive directors

The term of office of each director, including the independent non-
executive directors, is the period up to his retirement by rotation in

accordance with the Company’s Articles of Association.

In accordance with the provisions of the Company’s Articles of Association,
Messrs. Zhu Dengshan, Hui Xiao Bing, Gao Jian Min and Yuen Wing
Shing retire by rotation and Mr. Hung Muk Ming retires at the forthcoming
annual general meeting. Messrs. Zhu Dengshan, Hui Xiao Bing, Gao Jian
Min, Yuen Wing Shing and Hung Muk Ming being eligible, offer

themselves for re-election. The remaining directors shall remain in office.

No director being proposed for re-election at the forthcoming annual
general meeting has a service contract, which is not determinable by the
Group within one year without payment of compensation, other than

statutory compensation.
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DIRECTORS’ REPORT

The Company has received, from each of the independent non-executive
directors, an annual confirmation of his independence pursuant to rule
3.13 of the Rules governing the listing of securities on The Stock Exchange
of Hong Kong Limited (“Listing Rules”). The Company considers all of the

independent non-executive directors are independent.

Directors’ Right to Acquire Shares or
Debentures

Details of the share option scheme adopted by the Company on 26 June
1995 (the “"Old Scheme”) and the new share option scheme adopted by
the Company on 27 May 2002 (the “New Scheme”) are set out in note

37 to the financial statements.

Details of the outstanding share options granted to the directors and
other employees of the Company under the Old Scheme and the New

Scheme are set out below:
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RIBEE R ER TEERARQA
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Subscription Outstanding Exercised Lapsed Outstanding
price as at 1.1.2004 during during as at 31.12.2004
Exercisable period per share #20045181H _the year the year #2004512831H
TFTESE SRABE ZHBEE FATEZHE FRAXXZEE ZHEHREE
HKS
BT
Directors
Ex
Chen Yongcun 25/07/2001-24/07/2011 0.535 2,000,000 — — 2,000,000
Bk F 07/06/2002-06/06/2012 0.700 5,000,000 — — 5,000,000
Gao Jian Min 09/01/1997-08/01/2007 0.967 15,000,000 — — 15,000,000
BER 07/06/2002-06/06/2012 0.700 5,000,000 — — 5,000,000
Gu Jianguo 27/07/1999-26/07/2009 0.900 2,000,000 — — 2,000,000
Bz
Liu Tianni 27/07/1999-26/07/2009 0.900 2,000,000 (2,000,000) — —
BIR1E 25/07/2001-24/07/2011 0.535 3,000,000 (3,000,000) — —
07/06/2002-06/06/2012 0.700 5,000,000 (5,000,000 — —
39,000,000 (10,000,000 — 29,000,000
Other employees
HitEg
09/01/1997-08/01/2007 0.967 15,000,000 (15,000,000 — —
27/07/1999-26/07/2009 0.900 16,000,000 (14,000,000 (2,000,000 -
25/07/2001-24/07/2011 0.535 21,000,000 (18,000,000 — 3,000,000
07/06/2002-06/06/2012 0.700 55,000,000 (55,000,000 — —
107,000,000 (102,000,000) (2,000,000) 3,000,000
146,000,000 (112,000,000) (2,000,000 32,000,000
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DIRECTORS’ REPORT

During the year, no share options were granted to the directors and

other employees under both of the Old Scheme and New Scheme.

Other than as disclosed above, at no time during the year was the
Company or its subsidiaries a party to any arrangements to enable the
directors of the Company to acquire benefits by means of the acquisition

of shares in, or debentures of, the Company or any other body corporate.

The weighted average closing price of the Company’s shares immediately

before the date on which the options were exercised was HK$2.54.

Directors’ Interests in Shares

As at 31 December 2004, the interests and short positions of the directors
and chief executives of the Company in the shares, underlying shares
and debentures of the Company or its associated corporations (as defined
in Part XV of the Securities and Futures Ordinance ('SFO”)) as recorded in
the register required to be kept under section 352 of the SFO or as
otherwise notified to the Company and The Stock Exchange of Hong
Kong Limited (the “Stock Exchange”) pursuant to the Model Code for

Securities Transactions by Directors of Listed Companies were as follows:—

Long position in underlying shares of the Company:

Underlying shares
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Percentage of total

Name of director Capacity pursuant to share options issued share capital
Exns =47 BREAERSD EE2HRERTREAEIR
Chen Yongcun Beneficial owner 7,000,000 0.40%
BR ok 17 EnEEA (Note 1)

(Kfst1)
Gao Jian Min Beneficial owner 20,000,000 1.14%
SRR EmEAA (Note 1)

(Hfat1)
Gu Jianguo Beneficial owner 2,000,000 0.11%
B EmEB A (Note 1)

(Kfet1)
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Note:

1. These represents interests of options granted to the directors under the
Old Scheme and New Scheme to acquire for shares of the Company,
further details of which are set out in the section headed “Directors’ Right

to Acquire Shares or Debentures”.

Save as disclosed above and in the section headed “Director’s Right to
Acquire Shares or Debentures” and “Major Shareholders”, as at 31
December 2004, none of the directors or chief executives of the Company
or any of its associates had any interest and short positions in the shares,
underlying shares and debentures of the Company or any of its associated
corporations (within the meaning of Part XV of the SFO) as recorded in
the register as required to be kept by the Company under Section 352 of
the SFO or as otherwise notified to the Company and the Stock Exchange
pursuant to the Model Code for Securities Transactions by Directors of
Listed Company. None of the directors or their spouses or children under
the age of 18, had been granted any right to subscribe for the equity or
debt securities of the Company or any of its associated corporations, or

had exercised any such right during the year.

Directors’ Interests in Contracts

Other than as disclosed in the section headed “Connected Transactions”
below, no contracts of significance to which the Company or its
subsidiaries was a party and in which a director of the Company had a
material interest, whether directly or indirectly, subsisted at the end of

the year or at any time during the year.

Connected Transactions

A service agreement dated 28 December 2004 was entered into between
Mr. Gao Jian Min (“Mr. Gao”) and the Company. Pursuant to the terms
and conditions set out therein, the Company agreed to employ Mr. Gao
and Mr. Gao agreed to serve the Company as a managing director by
providing the Company with the services as described in the service
agreement for a term of three years from 28 December 2004 to 27
December 2007. The service agreement can be terminated by either

party giving to the other not less than 3-months prior written notice.
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DIRECTORS’ REPORT

For the year ended 31 December 2004, the Group entered into certain

transactions as below:

(1)

(2)

(3)

On 3 February 2004, the Company has entered into a letter of
intent with China Cinda (HK) Asset Management Co. Ltd. (“Cinda
HK"), pursuant to which the Company has been appointed by
Cinda HK to assist Cinda HK to deal with and/or to dispose of the
assets of China Cinda, a holding company of a shareholder of the
Company, up to an aggregate maximum amount of book value
of HKS5.0 billion for a term of two years up to 3 February 2006.
Details of the transactions are set out in the announcement of the

Company dated 4 February 2004.

On 2 March 2004, the Company entered into an agreement with
Well Kent, a fellow subsidiary of a shareholder of the Company,
pursuant to which Well Kent agreed to appoint the Company to
deal in assets owned by Well Kent International (Macau) Company
Limited, a wholly owned subsidiary of Well Kent and the Company
will receive commission income and performance return. Details
of the transaction are set out in the announcement of the
Company dated 2 March 2004. The commission income and
performance return received during the year amounted to
approximately HKS119,800,000.

On 15 April 2004, the Company entered into an agreement with
China Cinda, pursuant to which the Company has been appointed
by China Cinda to deal with and or to dispose of non-performing
loans for a term up to 3 February 2006. Details of the transactions
are set out in the announcement of the Company dated 15 April

2004.
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DIRECTORS’ REPORT

(4)

(5)

(6)

(7)

On 17 September 2004, SGIAM entered into an agreement of
acquisition of non-performing loans (the “NPL Acquisition
Agreement”) with China Cinda, pursuant to which SGIAM agreed
to buy and China Cinda agreed to sell the non-performing loans
in the aggregate principal amount of approximately RMB56.9
billion at a consideration of approximately RMB853.5 million

(equivalent to approximately HK$803.6 million).

On 17 September 2004, SGIAM entered into an agreement for
management of non-performing loans (the “NPL Management
Agreement”) with China Cinda, pursuant to which China Cinda
would manage the non-performing loans acquired by SGIAM from
China Cinda and SGIAM would pay management fee and incentive
bonus to China Cinda. During the year, the Company paid
management fee of approximately HK$18.5 million to China Cinda

and no incentive bonus was paid to China Cinda.

On 17 September 2004, the Company entered into an agreement
to guarantee to China Cinda the performance by SGIAM of its
obligations under the NPL Acquisition Agreement and NPL

Management Agreement at nil consideration.

On 20 September 2004, the Company entered into a convertible
note subscription agreement with a shareholder, Catic Limited,
pursuant to which the Company agreed to issue and Catic Limited
agreed to subscribe, convertible note in the principal amount of
HK$440 million in cash. The convertible note was issued on 23
November 2004.

(4)

(5)

(6)

(7)
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Details of the transactions in paragraphs 4 to 7 above are set out in the
circular of the Company dated 13 October 2004 and approved at the
extraordinary general meeting of the Company held on 2 November
2004.

The independent non-executive directors of the Company have reviewed

and confirmed that:

(a) the above connected transactions have been entered into by the

Group in the ordinary and usual course of business;

(b) the above connected transactions have been entered into on
normal commercial terms and on an arm’s length basis, and where
there is an agreement governing such transactions, such
transactions have been carried out in accordance with the terms
of the agreements governing such transactions, or if there is no
such agreement, the transactions have been entered into on terms
no less favourable than terms available to or from independent

third parties;

() the above transactions have been entered into on terms that are

fair and reasonable as far as the shareholders are concerned; and

(d) the total value of the respective transactions did not exceed the

respective maximum amount as specified by The Stock Exchange.
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Major Shareholders FERR
As at 31 December 2004, persons other than a director or chief executive RZZBZENF+_A=+—H AR
of the Company, having interest in 5% or more of the issued share AIRIEE HF R E RO E336ERER
capital of the Company as recorded in the register required to be kept THEFHNSLMAALSEMER - AR A
by the Company under Section 336 of SFO were as follows: EFAEEITHABUIING ALEE L
RATFEBEITRA 5% LA £ &) # & 20
o
Long positions in shares and underlying shares of the Company as at 31 ARFRG RAABRONTFER -
December 2004: ME+—_A=+—HHIER :
Percentage
Number of of the issued
ordinary  Underlying Total share capital
Name of major shareholder Capacity shares Shares interests L2 WEHIT
BRERER g4 RO EA 16 B R 5 EEAE REiEsk
Silver Grant International Beneficial owner 127,170,022 — 127,170,022 7.23%
Holdings Limited EmBEAA (Note 1)
(Hfst1)
China Cinda Asset Interest of controlled corporation 341,448,000 200,000,000 541,448,000 30.79%
Management Corporation XEHEE R ER (Note 2) (Note 3)
TEEEEEEERA (Kta2) (Ht7£3)
Citigroup Inc. 169,450,000 shares as beneficial 173,767,000 138,813,559 312,580,559 17.77%
owner, 4,317,000 shares as (Note 4)
approved lending agent and (Ktt4)

138,813,559 underlying shares
as beneficial owner

169,450,000k BEHHEA A
4,317,000k BB HREAR
138,813,559 MM BEREA A

J.P. Morgan Chase & Co 75,550,000 shares as investment 93,550,000 — 93,550,000 5.32%
manager and 18,000,000 shares (Note 5)
as approved lending agent (Kf7t5)

75,550,000/ B & 12 &
18,000,0000% B 1% & f& H R A

Notes: Bt &% -

I Messrs. Hui Xiao Bing and Gao Jian Min, both of whom are directors of 1. BNEEERSRRAELERSEARAE
the Company, each has a 30% interest in Silver Grant International Holdings NAEE R_TETWFE+=—A=+
Limited as at 31 December 2004. — B &% 8 ¥ A& Silver Grant

International Holdings Limited 30%7&

2. These represents the interest in convertible note in the principal amount 2. It 5 B AR S 4R 440,000,000 7T 2
of HK$440 million pursuant to which a total number of 200,000,000 new MR EEE S - BRI IRRE
shares will be issued upon full exercise of the conversion rights attaching 2208 TR EITEZ AT BRRREE
thereto at the initial conversion price of HK$2.20 per share. B B ¥ B #E 12 S & 1T A K

200,000,0000% ¥ &1 °
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held by J.P. Morgan Chase & Co:

3. The following is a breakdown of the interests in shares of the Company 3. NTRTEGEEEEERARIMEA
held by China Cinda Asset Management Corporation: ARRAFZ RO EmAME -
Total interest in shares
Name of Name of Percentage R ERAY
controlled corporation controlling shareholder of control Direct interest Deemed interest
ZEEEERE PRERREEAER BHELZ EEESR EERANESR
Well Kent International China Cinda Asset 100% — 541,448,000
Investment Company Limited Management Corporation
EREARREFRAF hEEEEEERAA
Catic Limited Well Kent International 100% 541,448,000 —
Investment Company Limited
ERARREBRLA
4. These represents the interest in convertible note in the principal amount 4. HEABARSL B A52,500,0005 T2
of US$52,500,000 pursuant to which a total of 138,813,559 new shares AR EEER BRI RRE
will be issued upon full exercise of the conversion rights attaching thereto FRR2.95B T2 EITE % AT MRARER
at the initial conversion price of HK$2.95 per share. BT Bff R AR #E 12 B & B 1T & R
138,813,559 ik 15 -
5. The following is a breakdown of the interests in shares of the Company 5. LA™ & J.P. Morgan Chase & Coffi ¥

BARRRZB M ERAE

Total interest in shares

Name of Name of Percentage RO EZLY

controlled corporation controlling shareholder of control Direct interest Deemed interest

REEMER RERREEDERE 2HES R ERER EfERFENESR

JP Morgan Chase Bank, N.A. J.P. Morgan Chase & Co 100% 18,000,000 —

JF Asset Management Limited J.P. Morgan Fleming Asset 99.99% 75,550,000 —

Management (Asia) Inc.

J.P. Morgan Fleming Asset J.P. Morgan Fleming Asset 100% — 75,550,000
Management (Asia) Inc. Management Holdings Inc.

J.P. Morgan Fleming Asset J.P. Morgan Chase & Co. 100% — 75,550,000
Management Holdings Inc.

Save as disclosed above, the register required to be kept under section PR EXPIEFEEIN -  RIBFSFRHAEKR

336 of the SFO showed that the Company had not been notified of any

interests or short positions in the shares and underlying shares of the

Company as at 31 December 2004.
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DIRECTORS’ REPORT

Major Customers and Suppliers

The Group’s turnover comprises rental income from leasing of properties,
dividend income from investments in securities, income from property
management and the gross proceeds received and receivable from trading
of securities, income from sales of properties, income from recoveries of
distressed assets, commission income and performance return of dealing

in distressed assets.

The aggregate amount of purchases and turnover attributable to the
Group's five largest suppliers and customers were less than 30% of the

Group’s total purchases and turnover for the year.

Purchase, Sales or Redemption of the
Company'’s Listed Securities

During the year, the Company has repurchased US$0.2 million convertible
bonds at a consideration of approximately USS$0.3 million. The convertible

bonds were cancelled upon repurchase.

Other than as disclosed above, neither the Company nor any of its
subsidiaries purchased, sold or redeemed any of the Company’s listed

securities during the year.

Corporate Governance

The Company has throughout the year complied with the Code of Best
Practice as set out in Appendix 14 of the Listing Rules except that during
the period from 1 October 2004 to 22 December 2004, the number of

independent non-executive director of the Company was two.

The Company had adopted a code of conduct regarding securities
transactions by directors on terms no less exacting than the required
standard set out in Appendix 10 to the Listing Rules (the “model code”).
Having made specific enquiry of all directors, all directors confirmed they
have compiled with the required standard set out in the Model Code
and the code of conduct regarding securities transactions by directors

adopted by the Company.

FTEEERHAER

$§%Z%¥§E@§tﬂ%ﬂ%%2fﬁﬁﬂk

BHREREZBRBWA - MEEEW
)\&EﬂEE 752 B N RO IR R ER
MEHEWA BREDKRTIREENR
A BETREEME RBUI D KK
A ©

FR - AEBEROIAHEEMETE ZR
BERBENMEERED I AKE 2 BIR
BHEIAHEBRTEI0%

BE - HEIBEAATZ
EmEFHF

FR - ARQAEAL300,000E TTRAEE
B8 B AN % % 200,000k T Ay Al 2 I& (&
o B MKRESFNEERE T

B b PTIRER & SN - AN B E AR AR B
BARMENFEFARE  LEIWOA

NAE|ZEF EHESF

TENFE+A—HE_TTNF
+ B+ -—BHRAR A B FEHNT
EFEABR-EI  KRARNRFA—E
BT ERBIM SR 4P E M R IEER ST
Bl Z #R5E °

AN R B BR A T AR BB 8% 1 0PT AV IR
BT REFETEFRH ZITRHT
Al - RAMBEFRFLBEEERR - &
NFEHER > 2RESHEETTRIAHE

REIR%E o

N

N
|

}

JH

Annual Report 2004 £ 3R



DIRECTORS’ REPORT

Audit Committee

The Audit Committee has reviewed, with the management and the
auditors, the accounting principles and practices adopted by the Group
and discussed auditing, internal controls and financial reporting matters
of the Group. The Audit Committee has also reviewed and approved the

financial statements of the year ended 31 December 2004.

The members of the Audit Committee comprise Mr. Kang Dian, Mr. Zhang
Lu and Mr. Hung Muk Ming, all of them are independent non-executive
directors of the Company. The chairman of the Audit Committee is Mr.

Kang Dian.

The Audit Committee has reviewed with the management and the
Company’s auditors the accounting principles and the practices adopted
by the Group and discussed auditing, internal control and financial

reporting matters including the financial statements for the year.

Public Float

Based on the information that is publicly available to the Company and
within the knowledge of its Directors, as at the date of this report, there
is sufficient public float, as not less than 25% of the Company’s issued

shares are held by the public.

Closure of Register of Members

The register of members will be closed from (Monday) 23 May 2005 to
(Thursday) 26 May 2005, both days inclusive, during which period no

transfers of shares will be effected.

In order to qualify for the proposed final dividend and to determine the
identity of the shareholders who are entitled to attend and vote at the
annual general meeting, all duly completed transfer forms accompanied
by the relevant share certificates must be lodged with the Share Registrars
of the Company, Secretaries Limited, at Ground Floor, BEA Harbour View
Centre, 56 Gloucester Road, Wanchai, Hong Kong not later than 4:30
p.m. on Friday, 20 May 2005.
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DIRECTORS’ REPORT

Post Balance Sheet Event

Details of a significant event occurring after the balance sheet date are

set out in note 48 to the financial statements.

Auditors

A resolution will be submitted to the annual general meeting to re-

appoint Messrs. Deloitte Touche Tohmatsu as auditors of the Company.

By order of the Board
ZHU Dengshan

Chairman

Hong Kong, 15 April 2005
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